Abstract:The purpose of this paper is to investigate the effect of stock recommendations in returns for Brazilian public companies. Using data from the I/B/E/S system, we examine the empirical distribution of buy, sell and hold recommendations as well their effect on prices, for the period from January 1995 through 2003. Among the points analyzed are the performance of consensus recommendations and the effect on the market of upgrades and downgrades. The results show that more than 50% of recommendations in the study period were buy. In terms of market adjusted return, the individual recommendations of some analysts performed reasonably well in the 30 days after the recommendation date, but the consensus recommendation did not perform well. The sell recommendations and downgrades produced significant negative returns.
INTRODUCTION
Many investors rely on the recommendations of capital market analysts to choose their portfolios, because of analysts' greater market expertise and specific knowledge about the companies they follow. Analysts are arguably the eyes and ears of the market.
Working independently or for financial institutions or brokerage houses, market analysts pay close attention to the obligatory and voluntary information disclosed by firms. Based on this information, they make predictions about future results, employing a particular valuation model, define a target price for a stock and recommend buying, selling or holding it. For most investors who rely on analysts, this opinion is the most important function of analysts.
Analysts' recommendations usually fall into one of five categories: a) strong buy; b) buy; c) hold; d) sell and, e) strong sell. These recommendations express the particular analyst's opinion about the company's future prospects. The whole point of relying on ASAA -Advances in Scientific and Applied Accounting, v.3, n.1, p. 90-108, 2010. 91 analysts' recommendations is that they are specialists with deeper knowledge of the market and the companies they follow, allowing them to reach more accurate forecasts of future returns than an ordinary investor could do.
The study of financial analysts is a hot topic in finance, according to RAMNATH et al (2008) , since 1992 at least 250 papers related to financial analysts have appeared in nine major research journals. Even though, many authors have challenged the accuracy and the value of analysts' forecasts and stock recommendations, based on studies of their performance over varying periods and in various markets. This article analyzes the recommendations issued by analysts of Brazilian companies from several standpoints.
Besides describing the statistical properties, we also examine the information content of these recommendations, by looking at the effects of the consensus and individual recommendations analysts. Till date, there is no consensus among researchers on the issue whether analysts recommendations help investors generate abnormal profit or not.
This prompted the present study.
This paper contributes to the existing literature in various ways. The studies related to the emerging or developing countries are far and few. The Brazilian market has shown impressive growth in the last years. Brazilian investors have become more informative and mature.
LITERATURE REVIEW: DO ANALYSTS' RECOMMENDATIONS HAVE VALUE?
The investigation of analysts´ recommendations performance is a well established On the other hand, sell recommendations do no show significant negative abnormal returns. LIN et al (2007) found that there are significant positive abnormal returns before and on the day of the analysts recommendations on the Taiwanese Stock Exchange.
However, when the transaction costs are accounted for, the return become insignificant.
Although the question is still controversial, the majority of findings indicate that on average analysts do not appear to outperform passive benchmarks. Naturally, this does not mean that some analysts do not have a knack for picking stocks. The question is how to identify good analysts in advance.
ASAA -Advances in Scientific and Applied Accounting, v.3, n.1, p. 90-108, 2010. 94 BARBER et al. (2000) concluded that the buy recommendations of large brokerage houses performed better than the recommendations of their smaller peers, but that with respect to sell recommendations, the small brokers obtained better returns on average than those of large ones.
To sum up, the literature in general indicates that certain analysts really can outperform the market, and hence that their recommendations have value for investors.
The big challenge facing investors, then, is to identify the analysts whose recommendations really have value.
The literature has demonstrated a serious "analyst optimistic bias" since in general buy recommendations outnumber sell recommendations. However following analysts´ recommendations does not in general provide abnormal risk-adjusted returns, with the possible exception to selling recommendations. This review shows that the literature is divided in its opinions about whether analysts recommendations have an impact on stock prices or not.
DATA DESCRIPTION
We obtained our data on analysts' recommendations from the Institutional Brokers Estimate System (I/B/E/S) Detail and Summary Recommendations file. This base contains analysts' recommendations for many companies around the world, including Brazilian ones. The "Recommendations" base contains buy/hold/sell recommendations. Our study period covers nine years from 1995 to 2003.
In I/B/E/S , the Detail Recommendation file provides a data entry for each recommendations announcement by each sell-side analysts whose brokerage firm contributes to the database. I/B/E/S parlays the original text recommendation to its own five-point rating system, i.e. 1 (strong buy), 2 (buy), 3 (hold), 4 (under-perform) and 5(sell). Unlike US., many international analysts rate firm with buy, hold or sell recommendation. In such cases, I/B/E/S maps them to 1, 3 and 5, respectively.
The I/B/E/S Summary file provides a monthly summary for each firm followed in the database, with the number of outstanding ratings and the mean and median of those Instead of verifying the number of recommendations issued by analysts, the aim of using the monthly consensus recommendations is to identify on average what they were recommending. shows the same trend for buy recommendations to outweigh sell ones. Despite fluctuations, this analysis also shows there was an increasing trend in buy recommendations accompanied by a declining trend in sell recommendations.
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ANALYSIS OF THE RETURNS PRODUCED BY A RECOMMENDATION

The problem of models to evaluate returns
The main concern of an active investor is to choose a portfolio that will be most likely to produce a high return. The investor will buy and hold stocks that appear likely to appreciate and will sell stocks that look likely to depreciate.
To have value, a recommendation must give the investor an edge in achieving future returns in comparison with a passive investment strategy of choosing a markettracking portfolio and sitting on it, or that allows avoiding losses in a bear market.
Therefore, in general the first reference to evaluate the value of a recommendation is the performance of the market as a whole. In a bull market, when most stocks are appreciating, a recommendation will only have value if it allows choosing a stock that will outperform the market.
It is clear, then, that to analyze the return of recommendations, the performance of the market is very important. The method of calculating the market-adjusted return contemplates these observations.
Although the average performance of the market must be considered in judging analysts' recommendations, the risk associated with an investment also must be remunerated. When an investor buys a stock with high risk (greater than the overall market risk), he should logically be remunerated with a higher return than could have been attained from a low-risk stock.
This reflects a basic axiom in finance: the higher the risk, the greater the investor's return must be. The market-adjusted return methodology does not deal well with this aspect of investing. More sophisticated models are required to consider the risk component. In this context, to conclude that buy or sell recommendations are creating value for investors it is necessary to incorporate a risk-adjustment approach.
Having made these observations, we now examine the performance of the recommendations in our sample, in all cases identifying which model is being used to compute the effective return provided by the recommendation.
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The behavior of the returns for individual recommendations over the study period
As a first approach to the question of the returns associated with a recommendation, we sought to identify the market-adjusted returns for the analysts'
recommendations by examining different portfolios, grouped according to the individual recommendation of each analyst. Additional tests indicated that in general terms the differences in return between a strong buy portfolio and a strong sell portfolio were statistically significant, indicating that a strategy of selling the latter portfolio (P5) and buying the former one (P1) would have produced positive returns. ASAA -Advances in Scientific and Applied Accounting, v.3, n.1, p. 90-108, 2010 . 100
The performance of consensus recommendations
The specialized press generally presents consensus recommendations as being a good thermometer of how a certain stock will perform. But many studies have shown that consensus recommendations suffer from the same problems as individual recommendations, particularly the tendency to omit bad news and reluctance to issue sell recommendations.
A serious problem in consensus recommendations is the temporal aspect or precariousness of the recommendations. Unlike a prediction of a result, a buy or sell recommendation can become obsolete from one day to another, depending on the behavior of the particular stock.
If prices fluctuate constantly, the circumstances in which the conditions are defined to buy or sell also change. In this respect, the fear is that relying on consensus recommendations may not be advisable.
One of the reasons in favor of using analysts' consensus is that by combining a greater number of opinions, the information should, on average, more nearly reflect the market's expectation, making the consensus recommendation a good indicator of future performance.
To investigate these points, we examined the consensus recommendations, ascertained by the I/B/E/S system in the third week of every month. We grouped the average recommendations of the analysts and investigated the behavior of the returns of the shares for each consensus recommendation. Simultaneously, we classified these returns by the number of recommendations utilized to calculate the consensus. These figures are organized in Table 3 . 
Consensus Recommendation
Number of Recommendations
The results demonstrate that in general terms the consensus recommendation in the study period can be classified as weak, particularly with respect to buy recommendations, irrespective of the number of analysts taking part in the consensus.
In all the sub-groups the average returns were statistically not significant, both considering firms with the most liquid stocks and the group containing a greater number of firms. Regarding sell recommendations, the consensus only performed modestly at best. Even though the values determined were negative, many of them were statistically insignificant.
REVISED RECOMMENDATIONS
The analyses carried out so far classify recommendations irrespective of whether one was the last recommendation issued in the monthly period. However, another way to investigate the effect of recommendations is by evaluating how the returns behave when the same analyst revises a previous recommendation. When an analyst revises a stock's recommendation downward, it is called a downgrade, and an upward revision is called an upgrade. ASAA -Advances in Scientific and Applied Accounting, v.3, n.1, p. 90-108, 2010. 102 Another important particularity that can be investigated is the market's reaction to a radical change in recommendation. The most extreme revision would be for an analyst who issued a strong buy (sell) recommendation to change course and suddenly issue a strong sell (buy) recommendation. This is the most radical example of a downgrade (upgrade). How would the market react to this new information?
To investigate this phenomenon, we worked with the sample of all recommendations for which it was possible to identify an author (either a single analyst or team). We then analyzed the revisions that occurred.
For this study, we gathered 7,160 recommendations that met this requirement.
We then constructed a transition matrix for this sample, showing how the recommendations changed and were revised. The results are reported in Table 4 , Panel A. In this sample, downgrades predominated, with 53%, against upgrades with 47%.
In general, after the revisions buy recommendations continued to predominate, representing 54% of the recommendations, against only 11% for sell recommendations and 35% for hold.
To calculate the abnormal returns of a revised recommendation, we investigated the effects in the market of the average returns of portfolios organized by combining the previous recommendation with the new one.
From this procedure we identified 20 portfolios representing the possible combinations. For each of these portfolios we ascertained the average abnormal return accumulated from two days before the recommendation to thirty days after it [AbRet(-2,30)]. The setback of the analytical window by two days was to deal with the possibility that the recommendation was disclosed to brokerage clients before it was indicated in the I/B/E/S system.
The average returns of each of these portfolios are listed in Panel B, which
shows that the downgrades of Brazilian companies were more informative than upgrades in the period studied.
Most of the upgrades, unlike expected, led to accumulated negative abnormal returns, though the great majority of these were not statistically significant, indicating that the null hypothesis cannot be ruled out that upgrades are not informative. The few significant values were found for upgrades from strong sell and sell to hold. This type of revision was received by the market a irrelevant news, because in practical terms the returns were negative.
On the other hand, the downgrades were very informative to the market. There were significant abnormal returns in revisions of downgrades of strong buy and buy to hold or sell. These findings indicate that the Brazilian market is much more sensitive to downgrades than to upgrades. iii. The investigation of the effects on market-adjusted returns of the different recommendations showed that on average analysts' recommendations performed satisfactorily. However, the sell recommendations were much more significant in ASAA -Advances in Scientific and Applied Accounting, v.3, n.1, p. 90-108, 2010. 105 terms of values. Analysis of the difference between the returns of portfolios formed of stocks receiving strong buy and strong sell recommendations showed a positive difference in nearly all the years studied, indicating that a strategy of selling the portfolio of shares with strong sell recommendations and buying that containing shares receiving strong buy recommendations can provide a positive marketadjusted return. However, this analysis does not consider the transaction costs and risks of the stocks.
iv. The consensus buy recommendations did not perform satisfactorily. The average market-adjusted returns over a 30-day horizon from the day of the consensus recommendation were predominantly insignificant, irrespective of the number of analysts participating in the consensus. The consensus sell recommendations, in contrast, at times did have information content, depending on the circumstances.
v. For revisions, downgrades were much more informative for Brazilian companies than upgrades. In terms of abnormal returns, we found significantly negative abnormal returns for downgrades and statistically insignificant values for upgrades.
These findings indicate that the market was not positively influenced by upgrades of strong sell to hold recommendations, but the market did react to an upgrade to hold in similar fashion to the reaction to a sell recommendation.
We should remark that many analysts perform better than the average of all analysts, so the findings here cannot be generalized to all analysts' recommendations.
They only reflect the average performance of all analysts with information available on their recommendations.
The biggest problem that could undermine the conclusions reached here are possible errors in the data contained in the I/B/E/S system, from where we obtained the recommendations. If this database contains systematic errors, the results presented here could be compromised. However, I/B/E/S enjoys a good international reputation and data from its system is widely used in academic studies, so we believe this possibility is low.
Another potential problem is how representative the data from the I/B/E/S system is of the recommendations of all analysts of Brazilian firms. There is no question that the universe of brokers that make their recommendations available for inclusion in the system is small in relation to all brokers. However, even though is it not possible to identify the analysts' names (due to the confidentiality of information required by
Thomson Financial), we stress that various among the 30 largest brokers, according to the ranking of Investidor Institutional magazine provided information on their forecasts and recommendations to the I/B/E/S system, thus providing stronger support for the conclusions of this study.
